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FINANCIAL 
1999 1998 % Change 

espclg? SeSk ssa em ee peer ey ee ere sie 
Cash flow $ 2,437,051 6 507,072 381 
Earnings $ 990,700 $ 15,638 6,235 
Capital expenditures $ 4,880,787 Ce O29 (4) 
Working capital $ (901,405) $ 16,750 (5,382) 
Bank debt $ 1,500,000 $ nil = 
Shares outstanding at year end 

Class A 5,375,733 5,322,400 - 

Class Bl!” 712,752 7272 - 


W Hawk is an “A/B” structured company with Class B Flow-Through shares converting to Class A shares, at the Company's discretion, between July 31, 2000 and 

July 1, 2002 at a ratio of the $10 Class B share purchase price divided by the Class A share trading price at the time of conversion. As the price of the Class A shares on 
the CDNX rises, the effective dilution caused by the Class B share conversion diminishes. From this point forward Hawk will report its cash flow, net income and net asset 
value on a per Class A share basis and on a fully diluted basis. For this reporting period the conversion ratio to be used on the fully diluted basis is based upon the 
December 31, 1999 Class A share trading price of $1.29 per share. Accordingly, Hawk's fully diluted shares outstanding for this reporting period will be deemed to grow 
by 5,527,132 shares, a full 28 months before the final conversion date. 


OPERATING 
1999 1998 % Change 

ee a a 

Crude oil and NGLs (bbls/day) 202 208 (3) 

Natural gas (mcf/day) 2,500 54 4,530 

Oil equivalent [boe/day] 452 213 112 
Average selling prices 

Oil ($ per bbl) 24.75 17201 46 

Natural gas ($/mcf] 7a oe 2.00 26 
Reserves (Proven) 

Oil and NGLs (mbbls] 1,042 908 iS 

Natural gas {mmcf) 11,783 6,592 79 

Barrels of oil equivalent (mboe at 10:1) 2,220 1567 42 

Reserve value (15% DCF, $M] 18,040 9,338 93 
Reserves [proven and probable} 

Oil and NGLs [mbbls} 2,077 2,000 4 

Natural gas (mmcf] 14,765 10/575 40 

Barrels of oil equivalent (mboe at 10:1) 3,554 3,058 16 

Reserve value (15% DCF, $M] 23,278 13,750 69 
Undeveloped land [acres] 

Gross 24,695 14,195 74 

Net 19,281 9,300 107 
Wells drilled 

Gross 13 9 44 

Net 12.1 7.8 55 

Success rate 79% 94% (16) 
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in 1999, Hawk Oil Inc. achieved its third consecutive year of 


significant growth in reserves, production and cash flow. 


«| LETTER TO SHAREHOLDERS 


We continued to deliver reserve and production additions which 
placed the Company in the industry's top quartile of low-cost 


producers. Our achievements in 1999 included the following: 


1999 COMPANY HIGHLIGHTS 


m Drilled 13 (12.1 net) wells, 46 percent of which were 

| exploration, resulting in 10 (9.5 net) producing wells 
for an overall success rate of 79 percent; 

w Replaced 1999 production by 400 percent on 
a proved reserve basis, primarily through the drill bit; 

w Achieved a proved finding and development cost of 
$5.97 per barrel of oil equivalent (boe); 

m Increased earnings by 6,235 percent over 1998 to 
$990,700; 

m Increased average daily production by 112 percent to 
452 boe per day; 

m Increased cash flow by 380 percent over 1998 to 
$2,437,051; 

| = Achieved a proved recycle ratio of 2.56; 

m Diversified product mix from 97 percent oil 
to 56 percent natural gas and 44 percent oil; and 

@ Created a large, balanced inventory of oil and natural 


gas prospects, which are ready to be drilled on an 


undeveloped land inventory of 137,681 net acres. 


GROWTH STRATEGY 

Hawk’s primary strategy continues to be profitable growth on 
a per share basis by concentrating on near-term cash flow. The 
Company targets high-netback products in low-cost areas 
characterized by year-round access, available existing 
infrastructure, moderate drilling depths and affordable land 


costs. 


Hawk initiated this strategy in the fall of 1997 by drilling oil 
wells in West Central and Southeast Saskatchewan, which offered 
immediate cash flow with high netbacks. However, with the 
decline of oil prices in early 1998, the Company used its broad 
skills set to quickly change the direction of its exploration 
program to natural gas. Since the switch to natural gas in early 
1998, the Company has drilled 16 gas prospects, resulting in 
14 producing wells. 


In late 1999, with the price of crude oil improving, Hawk once 
again focused on creating a balanced production mix. Capital 
was directed to oil projects with the acquisition of three- 
dimensional (3D) seismic programs at Epping and Montmartre 
and the drilling of three heavy oil wells at Epping and two light 


oil prospects in Southeast Saskatchewan. 


Another aspect of Hawk’s strategy is to limit risk exposure. 
Hawk believes that it is prudent for a junior company to pursue 
moderate-risk, moderate-reward prospects as opposed to high- 
risk, high-reward prospects. Accordingly, the Company has 
concentrated on lower-risk areas such as Vermilion and Epping, 
resulting in an excellent drilling success rate accompanied by 
immediate cash flow. As the Company grows, we will increase 
our exposure to higher-risk, higher-reward prospects. To that 
end, Hawk has defined numerous high-impact locations that 
will be drilled once the Company achieves the appropriate size 


to support higher-risk exposure. 
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As drilling prospects are developed, Hawk’s level of participation 
in any given play continues to be determined by cost and risk 
analysis. The Company strives for operatorship and a high 
working interest in any development or moderate-risk 
exploration project in order to maintain control over the 
technical aspects, capital and operating costs. Hawk continues 
to operate virtually all of its production at an average working 


interest of approximately 85 percent. 


We continue to recognize the importance of a balanced portfolio 
of opportunities. Part of this balance includes the numerous 
drillable oil prospects that Hawk has stockpiled. These range 
from light oil development projects such as horizontal infill and 
step-out drilling at Glen Ewen, to exploratory drilling at 
Bromhead and Montmartre, Saskatchewan. The Company also 
has numerous infill, multi-zone, heavy oil locations at Epping 
and Northminster. Additionally, Hawk has various drill-ready 
gas opportunities in Vermilion, Hines and West Edmonton. We 
are constantly evaluating acquisitions, as well as farm-in 
opportunities where vertical infill, horizontal infill, step-out or 
outpost drilling is required to further exploit existing pools or 


to find new ones. 


Hawk continues to keep operating costs and overhead to an 
absolute minimum. In 1999 Hawk’s operating and net overhead 


costs were $5.64 per boe and $1.67 per boe respectively. 


INDUSTRY OUTLOOK 

These are indeed interesting times for the oil and gas industry. 
Commodity prices for both oil and gas are trading at historic 
highs. OPEC’s reduced production quotas, coupled with rising 
demand in the Asian and North American markets, have led to 
anticipated supply shortages and consequently, have significantly 
strengthened oil prices. On the gas front, rising North American 
gas consumption driven by fuel switching and electrical demand 


has resulted in record gas prices. 


Despite this rosy outlook for commodity prices, there is a general 
lack of investor interest in the oil and gas industry. Although 


this can be attributed to many factors, I believe the primary 


reason is that many investors are focused on the high technology 
industries where recent momentum has dramatically increased 
share prices. These companies are enjoying current share price 
to earnings (P/E) ratios in the 100-to-500 range while most oil 
companies are trading in the less-than-20 range. P/E ratios are 
an important indicator as they provide investors with a sense 
of how expensive a stock’s price is relative to its profits. They 
also indicate how many years it will take for the Company to 
earn its stock price. I believe 2000 will see improved investor 
sentiment towards the oil and gas industry as investors once 
again seek security in companies and industries that generate 
current, as opposed to future, profits. The oil and gas sector is 
at present grossly undervalued and represents a tremendous 


buying opportunity. 


CORPORATE GOVERNANCE 

Hawk is very cognizant of the concerns of both regulators and 
investors over the integrity of financial and reserve 
information reported by the oil and gas industry. Accordingly, 
both Management and the Board of Directors are working 
together to ensure that our Corporate Governance practices 
continue to address these issues and provide a reasonable level 
of comfort that no material misstatement has occurred or will 
occur. For 1999, Hawk addressed the year-end independent 
reserve evaluation at the Board level with both Management 
and the independent engineers, Outtrim Szabo Associates Ltd. 
The Company already has in place an audit committee, 
comprised of Board members, to address the accuracy and 
integrity of our financial reporting with both Management 
and the independent auditors, PricewaterhouseCoopers LLP. 
We are committed to providing accurate and reliable 


information throughout our disclosures. 
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2000 OUTLOOK 

Since Hawk’s inception in 1997, the Company prudently invested 
the $8,836,000 raised through two equity offerings, resulting 
in a current net asset value for the Company of approximately 
$20,000,000. In 2000, Hawk will continue to grow its net asset 
value by focusing the bulk of its capital spending and activities 
on development drilling in Epping, Saskatchewan and Vermilion, 
Alberta. The Company has a capital budget of $5.0 million for 
exploration and development drilling, which will be funded 
primarily from cash flow. During the year, Hawk plans to drill 
12 to 14 high working-interest exploration and development 


wells on internally generated prospects. 


Excluding acquisitions, Hawk is forecasting a year-end exit rate 
of 900 boe per day and cash flow of $4.9 million ($0.92 per 
Class A share, or $0.45 per fully diluted share) based on a price 
forecast of US$23.66 per barrel (bbl) West Texas Intermediate 
(WTTI) oil and $2.82 per thousand cubic feet (mcf) for natural 


gas. We are also currently evaluating larger property and 


corporate acquisitions that fit our corporate strategy. 


Hawk is well positioned to take advantage of the many excellent 
opportunities available to grow the Company. We have a strong 
balance sheet with little debt. We maintain a low cost structure 


with below average finding and development, operating and 


general and administrative costs. When equity markets improve 
for oil and natural gas producers, Hawk will consider raising 
additional capital to fund the drilling of its large inventory of 


exploration and development opportunities. 


ACKNOWLEDGMENTS 
I would like to take this opportunity to offer the Company’s 
sincere thanks to our shareholders, directors, employees and 


contractors for their continued support during 1999. 


On behalf of the Board of Directors, 


LR 


Stephen J. Fitzmaurice 

President and Chief Executive Officer 
Chairman of the Board 

March 22, 2000 
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During 1999, Hawk continued to balance its oil and gas 


production ratio. As a result of low oil prices throughout 


OPERATIONS REVIEW 
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1998 and early 1999, the Company chose to increase 
its focus on gas prospects. As oil prices strengthened 
significantly throughout 1999, Hawk began to redirect 
some capital back to the numerous oil opportunities that 
had been held in reserve. The Company exited the year 
producing 56 percent natural gas and 44 percent oil. 
This was accomplished through the drilling of 13 (12.1 net) 


wells in Alberta and Saskatchewan. 


In 1999 Hawk drilled six (6.0 net) wells on its Vermilion block 
and cased five wells as gas producers. The Company drilled one 


(1.0 net) successful gas well at Hines, Alberta and one (0.6 net) 


1999 GROWTH STRATEGIES 


Hawk’s success in 1999 was again based on strict adherence 
to our established growth strategy. The Company’s activity 
during 2000 will be guided by the following key elements: 


= Concentrating on projects which generate 
near-term cash flow; 
m= Exploring in areas with low-cost drilling 
and infrastructure; 
m Exploring for pools that can be brought 
onstream quickly; 
m= Maintaining control over capital and operating costs; 
= Concentrating on areas that are well understood 
by our technical team; 
m Pursuing internally generated prospects 
using sophisticated geophysical technology; 
m= Maintaining high working interests and 
wherever possible, operatorship; 
= Expanding our land base within our core areas; and 
= Maintaining a large balanced inventory of exploration, 


development and acquisition opportunities. 


dry hole at West Edmonton. In Saskatchewan, Hawk drilled 
one (1.0 net) dry hole at Arcola in the third quarter and three 
(3.0 net) successful oil wells on its Epping property during the 
fourth quarter. Also in the fourth quarter, Hawk participated 
in the drilling of one (0.5 net) oil well at Montmartre. The 
Company operated 92 percent of its drilling activity and enjoyed 
a success rate of 79 percent. Average yearly production has 
steadily increased from 64 bbls per day in 1997, to 213 boe per 
day in 1998, up to 452 boe per day in 1999. 


In late 1999 the Company drilled one (1.0 net) significant natural 
gas well at Epping, which has added 750 mcf per day to Hawk’s 


production. 


Hawk’s proved reserves totaled 2.22 million boe as of December 
31, 1999. This represents a 42-percent increase in proven reserves 
over 1998. It also represents a 400-percent replacement of the 
Company’s 1999 production on a proven reserve basis. Hawk’s 
finding and development cost for 1999 is $5.97 per boe for 
proven reserves. This compares with a cost of $5.58 per boe 
for proven reserves since the Company’s inception and clearly 


places Hawk in the forefront of consistent low-cost explorers. 


During 1999, Hawk increased its land inventory outside 
Vermilion to 35,434 gross (26,552 net) acres from 21,750 gross 
(14,950 net) acres in 1998 with the majority of the acreage or 
24,695 (19,281 net) acres undeveloped. Additionally, Hawk 
holds an interest (100 percent before payout and 50 percent 
after one-half project payout) in a large farm-in acquired from 
a major company. The block comprises 118,400 acres of 
undeveloped land in the Vermilion area of East Central Alberta. 
Hawk pays no royalties on this block, which results in 


exceptional netbacks to the Company. 
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KEY PROPERTIES 

Vermilion: In July 1998, Hawk acquired an interest in a 125,000 
acre block of land in the Vermilion, Alberta area from a major 
company. Under the first phase of this farm-in, Hawk committed 
to drill five wells in order to hold all the land until December 31, 
1998. Under the second phase, the Company committed to drill 
four additional wells, which held the block for 1999. For the 
third phase, Hawk has committed to drill four additional wells, 
which will hold the block through 2000. The terms of each 
phase remain the same. When one half of all drilling costs 
incurred during a particular phase including seismic, drilling, 
completion, equipping and abandonment costs are recovered, 
Hawk’s 100-percent interest reverts to 50 percent for that phase. 
After the third phase, the Company has the right to negotiate 
further drilling phases under the farm-in. The most notable part 
of this joint venture is that the Company pays neither lessor 
nor over-riding royalties on these lands and has continual access 


to 1,100 kilometres of seismic data over the block. 


During 1999, Hawk fulfilled its Phase 2 commitment by drilling 
‘five (5.0 net) successful natural gas wells. A sixth well (1.0 net) 
was drilled, however, uneconomic quantities of gas were 
encountered and the well was subsequently abandoned. Results 
to date have exceeded Hawk’s internal expectations and confirmed 
the Company’s technical models in the area. Hawk encountered 
natural gas in the Viking, Colony, Waseca, Sparky and Wabiskaw 
Formations, with production from the wells ranging from 200 
mef per day to 1.5 million cubic feet (mmcf) per day. Hawk is also 


currently formulating plans to pursue deeper targets in this area. 


Hawk is achieving outstanding netbacks from the Vermilion 
property, currently exceeding $2.50 per mcf as a result of 
favourable farm-in terms, inexpensive operating costs and high 
natural gas prices. The Company is currently producing 2.0 mmef 
per day (net) from the block; however, productive capability is 
in excess of 4.0 mmef per day (net). When Hawk began exploring 
on the Vermilion block in late 1998, considerable capacity 
remained in all gas processing facilities. Sharply increased prices 
in 1999, coupled with Hawk’s significant nearby success, resulted 
in dramatically increased drilling activity within the block. By 


mid-1999, specific processing facilities began running at maximum 


levels, which in turn significantly reduced the available capacity 
for Hawk’s gas. The Company has been working diligently with 
operators in the affected areas to increase capacity and has recently 
seen production levels climb. Production levels were also impacted 
by high gas prices in another way; high netbacks resulted in 
reaching payout on Phase 1 after only five months of production 


after which the farmor converted to a 50-percent working interest. 
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Numerous drilling opportunities remain on this large block of 
land. Hawk will focus its future efforts in areas where capacity 
in gas plants is available. The Company is confident this area 


will continue to provide superb growth to Hawk. 
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M Hawk Lands xt Gas Well 
m= 3D Seismic @ Suspended Oil - D&A 
XX Water Disposal o Abandoned Oil WE Oil + Gas Well 


fo) Suspended Well 
EPPING AREA 


Epping: Hawk holds a 100-percent working interest in 1,385 
acres, seven heavy oil wells and one natural gas well at Epping, 
Saskatchewan. This acreage lies south of Lloydminster and was 
acquired at Crown land sales on an internally generated prospect. 
Production in this region is associated with stacked sands of 
the Mannville Group, which all display excellent reservoir 
characteristics. Three wells were drilled on this property in late 
1997. Significant oil reserves were discovered in four different 
Mannville horizons. Natural gas was also encountered in two 
additional zones on this acreage. However, commodity prices 
precluded any further development activity until the second 
half of 1999. 


During 1999, Hawk shot a 3D seismic survey over most of the 
Epping property to assist in unraveling the complexities 
associated with numerous stacked pay zones. In the third quarter 
Hawk re-entered an old abandoned well to test what appeared 
to be a missed pay zone. The well was perforated and is presently 
producing 40 bbls per day. Late in the fourth quarter the 


Company drilled another successful heavy oil well and targeted 


a 3D-defined natural gas anomaly with a second well. This well 
encountered a significant gas pay zone, which showed no 
depletion on an extended high-rate flow test. The well has been 
placed on production at restricted rates between 750 mcf per 
day and 1.0 mmef per day. Two stepout wells were drilled late 
in the first quarter 2000 at Epping. They displayed multi-zone 
pay on well logs, including a formation that has demonstrated 
prolific production on acreage adjacent to Hawk. This new 
pool is evident on the 3D seismic shot by the Company and will 
be pursued after spring breakup. 


Current production from the Epping property is 225 boe per 
day of which the majority is 18 degree API oil. Netbacks are 
presently $16.50 per bbl as a result of low water production, 
sufficient associated gas to run equipment and high oil prices. 
To date Hawk has achieved a 100 percent drilling success rate 
at Epping with a minimum of 12 additional locations on the 
acreage having been identified using the 3D seismic data. This 
does not include redrills for multiple zones or downspacing as 
has been done on adjacent acreage. Nine wells are planned for 
this property during the current year. We expect that Epping will 


have a major impact on Hawk’s bottom line for the year 2000. 


Hines/West Edmonton: Over the past 18 months Hawk has 
expanded its search for gas to include opportunities wherever 
a significant positive financial impact could be achieved. Hawk 
is a nimble, technically strong company that has been successful 


over a wide geographic area. 


In late 1998, the Company acquired a section of land adjacent 
to a prolific, multi-zone, shallow producing field at Hines. Hawk 
drilled a (1.0 net) successful, multi-zone gas well in January of 
1999. This well has been on production since March 1999 and 
is still producing at a stable rate of 800 mcf per day. Hawk has 
added another 1,280 acres to its land base adjacent to the Hines 
field and is continuing to evaluate and develop opportunities 
in this highly gas-prone area. In the West Edmonton area, Hawk 
has developed a number of Cretaceous gas prospects and chose 
to drill two in 1999. At Glenevis, the Company drilled one (1.0 


net) multi-zone prospect in March which will be completed 
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after spring breakup. A second prospect (0.6 net) was drilled 
at Atim, immediately west of Edmonton, however, hydrocarbons 


were not encountered and the well was subsequently abandoned. 


SOUTHEAST SASKATCHEWAN 

Glen Ewen: At Glen Ewen, which is operated by Hawk, the 
Company chose to delay shooting seismic and drilling during 
1999, Instead, Hawk used the time to consolidate its land 
position and the Company now holds an average working 
interest of 91 percent in 880 acres. The property is currently 
producing 20 bbls per day of light oil from vertical wells through 
a Company-owned facility. The productive zone is the Frobisher 
Formation that was deposited as a series of shallow water, high 
energy shoals trapped updip by impermeable, muddy, evaporitic 
sediments. During the first quarter 2000, Hawk is shooting a 
3D seismic program over the entire property. Immediately 
following spring breakup the Company is planning to drill a 
horizontal well in the pool to be followed, if successful, by one 


or more later in the year. 


Over the past year, Hawk has been stockpiling a number of other 
light oil opportunities in Southeast Saskatchewan while the 
Company focused its efforts on gas exploration. A window of 
opportunity arose during the third quarter on a Mississippian 
play in the Arcola area. When a larger block of land became 
available, the Company drilled one well (1.0 net) which 
encountered uneconomic quantities of oil and was subsequently 
abandoned. 

Later in the year, Hawk participated in a vertical Red River test 
(0.5 net) within the Montmartre pool. The well encountered 
anomalously low-permeability reservoir rock and production 
quickly dropped from 150 bbls per day to 60 bbls per day with 
low water cuts. The operator of the play has continued drilling 
a number of horizontal wells directly offsetting Hawk acreage 


to the north and south. The Company has chosen to monitor 


offsetting activity before proceeding with further development. 


MS) Hawk Lands @ Oil Well - D&A 
XX Water Disposal x a Abandoned Oil ™™ 3D Seismic 
GLEN EWEN AREA 
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EXPLORATION REVIEW 

The past year has seen the development of a unique situation 
in the Western Canadian upstream oil and gas business. 
Commodity prices at the end of the year had climbed to near 
record highs while the equity of most junior and intermediate 
producing companies traded at historic low price to cash flow 
multiples. This lack of interest in junior equities has translated 
into poor access to new capital, which in turn has forced most 


smaller companies to very carefully manage spending. 


In Hawk’s case, a restrained exploration and development 
program resulted and the Company has not grown as quickly 
as it could have with better access to capital. However, this 
situation has enabled the Company to stockpile numerous 
prospects and spend its limited capital on the most profitable 


Opportunities. 


Success Rate: During 1999, Hawk demonstrated a 79-percent 
drilling success rate with exploration drilling comprising 46 
percent of the total. The emphasis on drilling for natural gas 
marked the first half of the year. In the second half of 1999, as 
oil prices showed sustainable strength, Hawk focused on creating 
a balanced production mix. Capital was directed towards 3D 
seismic at Epping and Montmartre and the drilling of three 
heavy oil wells in Epping and two light oil prospects in Southeast 


Saskatchewan. 


Future Activity: Looking forward to the year 2000, Hawk intends 
to employ the same growth strategies that have been successful 
for the Company in the past. At Vermilion Hawk will continue 
to utilize the extensive farmor seismic database to identify leads. 
Additional two-dimensional (2D) seismic will be shot to create 
drill-ready prospects only where plant capacity will allow 
immediate processing. At present, four (4.0 net) wells are planned 
for the block during the latter half of the year. Another multi- 
zone gas prospect was drilled (1.0 net) at Glenevis late in the 
first quarter. This well encountered six metres of pay in the Banff 
formation. Drill stem tests were encouraging and an extended 
flow test will be performed through a nearby gas plant following 


spring breakup. 


At Epping, Hawk intends to drill a minimum of nine wells (8.25 
net) on this multi-zone property. Notably, this heavy oil property 
produced positive cash flow throughout 1998 into early 1999, 
a period of depressed oil prices. This was as a result of the low 
operating costs associated with the property. It is Hawk’s opinion 
that numerous high-impact prospects, such as Epping, remain 
to be exploited in the Lloydminster area. The Company will be 
selectively pursuing such opportunities. At Glen Ewen in 
Southeast Saskatchewan, Hawk is shooting a 3D seismic 
program during the first quarter, to be followed immediately 
after spring breakup by the first of two (2.0 net) budgeted 
horizontal wells. Depending on results, a number of follow-up 


locations may be drilled late in the year. 


New Opportunities: Hawk is an agile company that is constantly 
evaluating new prospects, which if technically strong, could 
alter drilling plans. The Company’s size means that many 
prospects viewed by much of the industry as too small, are able 
to have a major impact on Hawk’s production, cash flow and 


net earnings. 


At the present time, Hawk has a large inventory of internally 
generated opportunities. This allows the Company to be very 
selective when planning this year’s drilling program. As the 
Company grows, the search for new plays will include areas 
that can demonstrate longer-life reserves. Hawk has proven 
itself to be an efficient, low-cost explorer and producer. Going 
into the year 2000, the Company is in a strong financial position, 
allowing for great flexibility to pursue a wide variety of high- 


impact growth opportunities. 
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DRILLING SUMMARY 
During 1999, Hawk participated in the drilling of 13 (12.1 net) wells, 46 percent of which were classified as exploration, resulting in 


10 (9.5 net) producers for an overall success rate of 79 percent. Hawk was the operator of 12 of the 13 wells (92 percent). 


Drilling Activity by Area 
Sele: pe See ; 1999 
Property Wells Drilled 


Southeast Saskatchewan 2 
Epping, Saskatchewan 3 
Vermilion, Alberta 6 
1 
1 
3 


West Edmonton, Alberta 
Hines, Alberta he 
Total 1 


Drilling Activity (rumber of wells) 


ao Ae a : 1999 1998 
Year ended December 4 0 cia eee, oS Nels ane eee Nei 
sacra er a Se - Bre ae ve 
Natural gas 7.0 7.0 7.0 6.3 
Dry 3.0 2.6 1.0 0.5 
Total 13.0 12.1 9.0 7.8 
‘ Exploratory 6.0 5.6 7.0 5.8 
Development 7.0 6.5 2.0 2.0 
Success rate (%) 79 94 


LAND HOLDINGS 

As a junior company, Hawk recognizes the importance of a large undeveloped land base and has continued to accumulate land in 
strategic areas. Hawk currently holds approximately 35,434 acres (26,552 net) of land, 24,695 acres (19,281 net) of which are 
undeveloped. The above mentioned figures do not include the Company’s Vermilion block farmin land comprising 118,400 net 


acres of undeveloped land. 


Land Holdings 


ne a 1999 1998 
TCIGS| »n een = pagaseaetean nen eae Cross eee eh Re WS tet eames Net ieee A 
Developed 10,739 “eye iagiasaadt Deaces ccencns 7666 5 650 diaccepereseek a6 
Undeveloped 24,695 19,281 78 14,195 9,300 66 
Vermilion farm-in undeveloped 118,400 118,400 100 124,800 124,800 100 
Total 153,834 144,952 94 146,990 139,750 vs 
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Undeveloped Land Holdings 

1999 
EOS ie, a re eee Gross Net WI% 
cE ae z aw EO oes siggy Ee ao dP a Pee ain Reel ete Be eer eee 
Glen Ewen, Saskatchewan 684 489 72 
Montmartre, Saskatchewan 2,934 2,026 69 
West Central, Saskatchewan 1,280 1,280 100 
Epping, Saskatchewan 1,250 1,250 100 
West Edmonton, Alberta 2,803 1,784 64 
Hines, Alberta 1,280 1,280 100 
Vermilion, Alberta 4,480 4,480 100 
Vermilion Farmin, Alberta 118,400 118,400 100 
Bear Flat,B.C. 1,920 480 20 - 
Total 143,095 137,681 96 


PRODUCTION SUMMARY 
During 1999, the Company continued to build up a production base on its core areas of Vermilion and Epping. In 2000, Hawk 


expects to add significant production at Vermilion, Epping and Glen Ewen. 


1999 Average Production Summary 


Working Net Gas Net Oil Net Total 

Interest Production Production Production 
Property 2 TR eee Gl oe een OS a ee Oe SN ee bopd) {boed) 
Cie etd acca aaa ai re : ic 
Vermilion 75 1,696 - 170 
West Edmonton 100 191 3 22 
Epping 100 2 82 82 
Queensdale 100 ~ 100 100 
Glen Ewen 50 - 9 g 
Southeast Saskatchewan = e Oars een = St oo8 
Total 2,900 202 452 


RESERVE SUMMARY 
Hawk’s reserves have been evaluated effective December 31, 1999 by the independent engineering firm of Outtrim Szabo Associates 


(Outtrim). The following tables summarize the findings of the Outtrim report on an escalated prices basis. 


Reserve Summary 


Remaining Reserves Net Present Value Before Income Tax Discounted 
Crude Oil Natural Gas 0% 10% 15% 20% 

[mbbls} co ee WM eon WOR Oat ae eee (MS) 
atch i ee er cee, mere co ane aD Sa een eee 
Probable 1,035 L,7 02 20,083 Vad 0,208 4,013 
Proven + probable ZOU 14,765 57,495 28,838 23,218 19,638 
Proven + 1/2 probable [RS 13,2) 4 47,454 29,200 20,699 iWe3Z 
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Price Forecasts used by Outtrim 


= Crude Oil Natural Gas 
a WTI at Light Crude 
Cushing Oklahoma at Edmonton Alberta Spot 
ssunibulrudiioenairegiee cece Se) sane eee SCON DO) een ($Cdn/mmbtu) | 

scroller eines ee ee Ee aa 
2000 Q2-Q4 25.50 36.01 3.20 
2001 2V32 273 289 
2002 20.60 28.44 2.70 
2003 207i 28.43 28 


In 1999, Hawk Oil was very successful at adding new reserves with a net drilling success rate of 79 percent and a proven drilling 
finding and development cost of $5.97 per boe. Hawk was also successful in converting some of its 1998 probable reserves to 1999 


proven reserves through drilling. 


Reserve Reconciliation 


Crude Oil {mbbls) Natural Gas [mmcf] 


Dron vinaviiieiie oad aie ae OD Pe occa, [Otel 2 cae OCI bad Seen ic 
December 31, 1998 908 12093 2,000 6,592 3,984 10575 
Discoveries and extensions 345 88 433 8,024 840 8,864 
Purchases 11 0 0 0 0 0 
Production i. 0 eZ. Weal 0 O21 
‘Revisions of prior estimates (150) (146) (284) (1,912) (1,842) (3,753) 
December 31, 1999 1,042 1,035 207% 11,783 2,982 14,765 
Finding and Development Costs 

sik intcstsaete ich esl Ae 199) en (ee ee 
Capital expenditures ($ thousands] 4,881 5, WZ 3,800 13,783 
Proven reserve additions (mboe] 818 589 1,056 2,470 
Proven finding and development costs ($/boe] 5.97 8.67 3.60 5.58 
Proven + probable reserve additions [mboe] 660 748 2,388 3,804 
Proven + probable finding and development costs ($/boe] 7.40 6.82 Bey) ove 
Established reserve additions (mboe) 739 668 1,730 3,137 
Established finding and development costs ($/boe] 6.61 7.64 2.20 4.39 


RECYCLE RATIO 


The recycle ratio provides a measure of a company’s ability to sustain growth. It is calculated by taking the Company’s cash flow 
netback on a boe basis and dividing it by the proved finding and development cost ($14.94 per boe / $5.97 per boe). For 1999, 
Hawk Oil achieved a recycle ratio of 2.50 which is well above industry average. 
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___MANAGEMENT’S DISCUSSION & ANALYSIS 


FINANCIAL SUMMARY 


The operating results for the 1999 calender year were as follows: 


Operating Income ($) 


Year ended December 31... 1999 778 
i eee CRIES ae OM eee ee 
Tariffs 141,711 2,087 
Royalties and mineral taxes 446,553 Zoe g, 
Production expenses 7 iin 929,873 429,268 
Operating income oe 2,742,204 627,023 
Daily production volume boe ae: 452 PSP Ep ES 
Sales price 24.96 16.55 
Royalties and mineral taxes 2.71 2.98 
Production expenses 5.64 2 
Netback per boe 16.61 8.06 


In 1999, the Company’s operating income showed improvements in most categories. Hawk’s sale price was vastly improved over 
1998 as a result of improved oil and gas prices. The average selling price of crude oil for 1999 was $24.75, an increase of 46 percent 
from $17.01 per bbl in the same period in 1998. Natural gas prices also improved significantly in 1999 averaging $2.52 per mcf, 


an increase of 26 percent from) $2.00 per mcf in 1998. 

Royalties on a boe basis, net of ARTC, for the year ended December 31, 1999, decreased nine percent to $2.71 per boe from $2.98 per 
boe in 1998. The reduced royalty can be attributed to a larger portion of Hawk’s production originating from the royalty-free Vermilion 
area. In 1999, Vermilion production accounted for 38 percent of Hawk’s total production compared to three percent in 1998. 


Production expenses on a boe basis for the year ended December 31, 1999 were essentially unchanged from 1998. 


Capital Expenditures 


(TA CSEIIGEN, 7 on Wig vo UnaeS oda rN URINE as CER ep ta ee ne ne ee ener eee 1977 ce eae 
Exploration and development 3,773 3,00 
Facilities 748 881 
Land 348 586 
Other aa 0 A ieee a 
Total capital expenditures 4,881 0, 102 


Hawk’s capital expenditure program for the year ended December 31, 1999 totalled $4,881,000. This amount was funded by cash 


flow and available bank credit facilities. 
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NET ASSET VALUE 

As at December 31, 1999, Hawk’s net asset value (NAV) was $19,703,670 
basic or $19,991,970 fully diluted (including proceeds from the exercise of 
all outstanding stock options and warrants). This value is based on an 
independent evaluation of the Company’s established reserves, discounted at 


15 percent. 


The chart herein shows Hawk’s current NAV on a fully diluted per share basis 
assuming various B share conversion prices. In the worst case scenario, whereby 
Hawk’s A shares are trading at less than $1.00 at the time of conversion, 
Hawk’s fully diluted NAV equates to $1.55 per share. In an optimistic case, 
whereby Hawk’s A shares are trading at $10.00 at the time of conversion, 
Hawk’s fully diluted NAV equates to $3.08 per share. If Hawk traded at its 
actual NAV and the B shares were converted accordingly, then Hawk’s fully 


diluted NAV would equate to $2.23 per share. 


Debt plus working capital 


NAV $ per Fully Diluted Share 


$4.00 


$3.00 


$2.00 


$1.00 


$1.00 
$2.00 
$3.00 
$4.00 
$5.00 
$6.00 
$7.00 
$8.00 
$9.00 
$10.00 


“A” Share Price at Time of “B” Share Conversion ($) 


Net asset value (basic} 


Outstanding A shares 
Outstanding B shares 


Net asset value per Class A 


‘ended December 31,2 199 1998 
Established reserves discounted at 15% before tax $ 20,659,000 $ 12,020,000 
Undeveloped acreage ($75/acre] 1,446,075 697,500 

(2,401,405) 16,750 
19,703,670 12,734,250 
Proceeds from the exercise of outstanding stock options and warrants 288,300 362,080 
Net asset value [fully diluted] 19,991,970 13,096,330 
5,375,733 5,322,400 
TAZ oe T2792 
Outstanding stock options and warrants 393,000 901,280 
3.66 239 

Net asset value [fully diluted) per share with B shares converted 
to A shares at Dec. 31 closing price of $1.29 $ 1.77 $ 1.06 


This net asset value does not include any value associated with the right to drill and explore on 118,400 net acres of undeveloped 


land in the Vermilion area. 
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GENERAL AND ADMINISTRATIVE EXPENSES 

General and administrative expenses for the year ended December 31, 1999 increased 22 percent to $275,916 ($1.67 per boe) from 
$225,372 ($2.90 per boe) for the same period in 1998. This increase reflects increased staff and consulting services which occurred 
as a result of increased production and activity over 1998. The Company also capitalized $360,353 in overhead related costs to 


petroleum and natural gas properties and equipment. 


DEPLETION AND AMORTIZATION 

Depletion and amortization for the year ended December 31, 1999 increased 91 percent to $727,309 from $380,569 during the 
same period in 1998. The increase is attributed to a significant increase in annual production volumes. On a boe basis, the depletion 
and amortization rate decreased 10 percent from 1998. This improvement is a result of the Company adding proven reserves at a 


low finding and development cost. 


The Company’s 1999 site restoration costs increased 130 percent over 1998 as a result of new wells being drilled which will require 


site restoration costs once they have finished producing. 


Depletion and Amortization 


1999 1998 
=F css eign sak Es ra eR ena, oh a > San SIDOC AR csc nice eee $/boe | 
Depletion and amortization 727,309 4.41 380,549 4.89 
Site restoration : 20,683 0.13 9,000 0.12 
Total 747,992 4.54 389,569 5.01 


WORKING CAPITAL AND CAPITAL REQUIREMENTS 
At December 31, 1999, Hawk had a working capital deficiency of $901,405 and bank debt of $1,500,000. In 2000, Hawk will 
fund the vast majority of its $5.0 million capital program through internally generated cash flow. The Company has no immediate 


plans to raise additional funds through the equity markets. 


DEBT 
On December 31, 1999, the Company’s bank debt consisted of a line of credit with the National Bank of Canada for $3,100,000 


at an interest rate of prime plus one half percent. As of December 31, 1999 $1,500,000 was outstanding. The Company is in the 
process of establishing an operating and acquisition credit facility of $11,000,000 with the National Bank of Canada. 


YEAR 2000 


The impact of the Year 2000 issue may be experienced before, on, or after January 1, 2000. Hawk currently uses no internal 
computer systems or applications which could misinterpret this critical change of date. Our accounting and land systems are manual, 
but if we should convert to an automated system, we will ensure this issue is resolved before they are installed. Hawk has already 


ensured that computer systems and applications being used by our suppliers are Year 2000 compliant. 
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_| AUDITORS” REPORT 


To The Shareholders of Hawk Oil Inc. 


We have audited the balance sheet of Hawk Oil Inc. as at December 31, 1999 and 1998 and the statements of operations and 
retained earnings and cash flows for the years then ended. These financial statements are the responsibility of the Company’s 


management. Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we 
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the 


overall financial statement presentation. 
In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at 


December 31, 1999 and 1998 and the results of its operations and its cash flows for the years then ended in accordance with 


Canadian generally accepted accounting principles. 


Peuntirbauaterpey LLP 


March 16, 2000 Chartered Accountants 


Calgary, Alberta, 
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___BALANCE SHEET 


ree Sacnace: 1999 1998 
Assets 
Current , 
Cash and short term deposits - 1,428,423 
Accounts receivable 598,218 347,086 
Prepaid expenses 44,062 14,194 
642,280 789-7108 
Capital assets (Note 2} 9,006,427 __ 5,735,144 
9,648,707 7,724,847 
Liabilities and Shareholders’ Equity | 
Current 
Bank indebtedness 72,880 - 
Accounts payable and accrued liabilities _ = 1,470,805 Lf U29 aS 
1,543,685 1,772,953 
Bank debt (Note 3} 1,500,000 - 
Provision for site restoration 30,412 9 2S 
Deferred income taxes 492,886 - 
eee, See oe 3,566,983 1,782,682 
Shareholders’ equity 
Share capital {Note 4) 5,066,577 5,917,718 
Retained earnings : 1,015,147 2 RES 
6,081,724 _ 9,742,163 
Contingency (Note 6] 
Commitment (Note 7] 
$ 9,648,707 $ 7,724,847 


Approved on behalf of the Board: 


Oz 


Director 


See accompanying notes 
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__| STATEMENT OF OPERATIONS AND RETAINED EARNINGS 


For’ the Year ended oe eee er ee arid ae) a ee ene eee 1999 Cele ae 
Revenue 
Petroleum and natural gas sales, net of royalties $ 3,813,788 $ 1,099,278 
Other income a =< 13,087 (O5s122 
. i 7 3,826,875 1,204,400 
Expenses 
Operating 1,071,583 471,956 
General and administrative 275,916 VADs) BZ 
Interest 42,325 - 
Depletion and amortization _ ; 747,992 389,569 
=s a oa _——— 2,137,816 1,086,897 
Earnings before provision for income taxes 1,689,059 1172003 
Deferred income taxes [Note 5) x (698,359) (101,865] 
Earnings 990,700 15,638 
Retained earnings, beginning of year _ 24,447 8,809 
Retained earnings, end of year $ 1,015,147 $ 24,447 
Basic earnings per Class A shares $ 0.19 $ 0.00 
Basic earnings per Class A and Class B shares $ 0.09 $ 0.00 
Fully diluted earnings per Class A and Class B shares $ 0.09 $ 0.00 


See accompanying notes 
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STATEMENT OF CASH FLOWS 


For the Year Ended December 31 1999 1998 


Operating Activities 


Earnings $ 990,700 $ 15,638 
Add items not affecting cash 
Depletion and amortization 747,992 389,569 
Deferred income taxes 698,359 101,865 
2,437,051 SU U2 
Net change in non-cash working capital in operating activities 
Accounts receivable (251,132) W343 
Prepaid expenses (29,868) (4,594) 
Accounts payable and accrued liabilities 660,590 INAS 
379,590 eS 
2,816,641 626,867 


Financing Activities 


Increase in bank debt 1,500,000 - 
Issuance of share capital 32,000 1,140,000 
Issuance costs (6,419) ___ (7,300) 

1,525,581 TsZ700 


Investing Activities 


Capital expenditures (4,880,787) (5,101,729) 
Net change in non-cash working capital for investing activities (962,738) 297,840 
(5,843,525) [4,843 889] 

Decrease in cash (1,501,303) (3,084,322) 
Cash and short term deposits, beginning of year 1,428,423 4,912,745 
(Bank indebtedness} cash and short term deposits, end of year $ (72,880) $ 1,428,423 
Basic cash flow per Class A shares $ 0.46 $ 0.12 
Basic cash flow per Class A and Class B shares $ 0.22 $ 0.04 
Fully diluted cash flow per Class A and Class B shares $ 0.22 $ 0.04 
Interest paid $ 34,552 $ $ 


See accompanying notes 
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_ [NOTES TO FINANCIAL STATEMENTS 


For the year ended December 31,1999 


Al 


B] 


C] 


D) 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The financial statements of the Company have been prepared in accordance with accounting principles generally accepted 
in Canada. The more significant of these accounting policies are the following: 


Petroleum and natural gas properties and equipment 


The Company follows the full cost method of accounting in accordance with the guideline issued by the Canadian Institute 
of Chartered Accountants whereby all costs associated with the exploration for and development of oil and natural gas 
reserves are capitalized into a single Canadian cost centre and charged against earnings as set out below. Such costs include 
land acquisition, geological and geophysical, carrying charges of non-producing properties and costs of drilling both 
productive and non-productive wells and related overhead charges. 


Gains or losses are not recognized upon disposition of oil and natural gas properties unless crediting the proceeds against 
accumulated costs would result in a change in the rate of depletion of 20% or more. Depletion is provided on costs 
accumulated in producing cost centres using the unit of production method. For purposes of the depletion calculation, 
gross proved oil and natural gas reserves, as determined by outside consultants, are converted to a common unit of 
measure on the basis of their approximate energy content. 


The Company periodically reviews the costs associated with unproved properties and preproduction stage cost centres to 
determine whether they are likely to be recovered. When costs are not likely to be recovered, an impairment allowance is 
made or the value of these unproved properties is moved to the depletion pool. 


The net carrying costs of the Company’s oil and natural gas properties in producing cost centres is limited to an estimated 
recoverable amount. This amount is the aggregate of future net revenues from proved reserves and the costs of 
undeveloped properties, net of impairment allowances, less future general and administrative costs, financing costs, future 
site restoration costs and income taxes. Future net revenues have been calculated using prices in effect at the Company’s 
year end without escalation or discounting. 


Joint venture accounting 


Substantially all of the Company’s petroleum and natural gas exploration and production activities are conducted jointly 
with others and, accordingly, the accounts reflect only the Company’s proportionate interest in such activities. 


Capital assets 


Capital assets are recorded at cost. Amortization is provided at the following rates and methods: 


Furniture and fixtures 20% declining balance 
Computer equipment 20% declining balance 
Office equipment 20% declining balance 


Future removal and site restoration costs 


Estimated future removal and site restoration costs are provided for over the life of the proven reserves on a unit-of- 
production basis. Costs are estimated by management in consultation with engineers based on current regulations, costs, 
technology and industry standards. The annual charge is included in depletion and amortization expense and actual future 
removal and site restoration expenditures are charged to the accumulated provision account as incurred. 
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Flow-through shares 


The deductions for income tax purposes of resource expenditures related to exploratory and development activities funded 
by flow-through share arrangements are renounced to investors in accordance with income tax legislation. Petroleum and 
natural gas properties and equipment and share capital are reduced by the estimated income taxes related to the renounced 
income tax deductions when the expenditures are incurred. 


Per share data 


Basic per share data per Class A shares is based upon the weighted average number of Class A shares outstanding during 
the period (1999 - 5,320,665; 1998 - 4,182,400). Basic per share data per Class A and Class B shares is based upon the 
weighted average number of Class A shares and the weighted average number of Class B shares outstanding during the 
period, converted at the December 31, 1999 trading price of $1.29 (1998 - $1) Class A shares (1999 - 10,846,052; 1998 
- 11,310,150). Fully diluted per share data is based upon the weighted average number of Class A and Class B shares 
outstanding during the period after giving effect to the exercise of the share options and broker warrants (1999 - 
11,178,260; 1998 - 11,811,430). 


Deferred income taxes 


The Company follows the deferred method of recording for income taxes. The Company will adopt the liability method 
for accounting for income taxes in the first quarter of year 2000. 


Certain of the prior year’s figures have been changed to conform with the current year presentation. 


CAPITAL ASSETS 


TS NE oS oe eh et Te 1255 ee rr 1998. 
Accumulated 
Depletion and Net Book Net Book 
conc nh ape A Ee ee Se) NTE oe ce ae 
Petroleum and natural gas properties and equipment $ 10,092,038 $ 1,103,464 $ 8,988,574 $ 5,924,313 
Furniture and fixtures 13,254 3,581 CROs 2,687 
Computer equipment 13,722 5,800 Irae eye | 
Office equipment a 505 247 200 S23 


$ 10,119,519 $ 1,113,092 $ 9.006427 $ 5,935,144 


During 1999, the Company incurred $4,869,302 (1998 - $5,098,012) of capital expenditures related to petroleum and 
natural gas properties and equipment. This total has been adjusted by the tax effect of flow-through expenditures renounced 
to Class B shareholders in the amount of $577,176 (1998 - $1,473,128) and $505,020 to Class A shareholders. 


During 1999, the Company capitalized $360,353 (1998 - $219,270) in overhead related costs to petroleum and natural 
gas properties and equipment. 


Costs associated with unproven properties excluded from costs subject to depletion for 1999 totalled $320,807 (1998 - 
$119,698). 
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BANK DEBT 


The bank debt consists of a line of credit with the National Bank of Canada for $3,100,000 at prime plus 1/2% per year. 
As of December 31, 1999 $1,500,000 (1998 - Nil) was outstanding. Interest paid during the year was $34,552. The terms 
of debt are such that no principal repayments are required if certain reserve levels are maintained. Consequently, all of the 
bank debt has been classified as long-term. 


SHARE CAPITAL 


Authorized 


Unlimited number of Class A voting shares 
Unlimited number of Class B subordinated voting shares 


The Class B shares are convertible into Class A shares at a date to be selected by the issuer, between June 30, 2000 and 
June 30, 2002 and at the option of the Class B shareholder between July 1, 2002 and August 31, 2002. Any Class B shares 
outstanding on August 31, 2002 shall be automatically converted into Class A shares. The fraction of a Class A share 
obtained upon conversion of each Class B share will be equal to $10.00 divided by the greater of $1.00 and the current 


market price of a Class A share. 


issued 

Class Ashiares asaultdn cosy c oe ee eee 
Balance Class Ashares, December 31, 1997 4,182,400 ¢ 761,268 

Obligation to issue Class A shares [Note 4c} 1,140,000 $ 1,132,700 

Balance Class A shares, December 31, 1998 h322, 400 G 1,893,968 

Issued for cash 537993 $ 32,000 

Share issue costs - $ (6,418) 
Tax effect of flow through | - $ (505,020) 
Balance Class A shares, December 31, 1999 DOU OI S $ 1,414,530 

Class B shares 

Balance Class B shares, December 31, 1997 N21 52 Go 5,395,013 

Tax effect of flow through é $ (1,473,128) 
Deferred income taxes - $ 101,865 

Balance Class B shares, December 31, 1998 WIESE ¢ 4,023,750 

Tax effect of flow through - $ (577,176) 
Deferred income taxes - $ 205,473 

Balance Class B shares, December 31, 1999 PE? $3,652,047 

Total share capital, December 31, 1998 = So eS PITI18 

Total share capital, December 31, 1999 - $5,066,577 
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During 1999, the Company incurred qualifying expenditures totalling $2,442,880 (1998 - $3,325,345). 


In 1999, the Company incurred $1,302,880 of qualifying expenditures associated with the flow-through shares issued in 
the June 24, 1997 prospectus and $1,140,000 associated with the December 1998 private placement outlined in Note 4c. 
As a result of incurring these expenditures and renouncing them to the flow through share subscribers, Class A share 
capital and Class B share capital has been reduced by the tax effect of flow-through renunciation in the amount of 
$505,020 and $577,176 respectively and petroleum and natural gas properties have been reduced by $1,082,196. 


Obligation to issue share capital 


Pursuant to a private placement in December 1998, the Company received $1,140,000 for subscriptions of 1,140,000 
Class A flow through shares. In January 1999, the Company issued 1,140,000 Class A flow through shares for no 
additional consideration. 


For financial statement presentation purposes, commissions of $7,300 have been netted against the gross proceeds of the 
private placement. 


Share options 


The Company has granted officers, directors and consultants the following share options: 


Exercise Price 


SHINO) OECD Re | ae ore sie rnc UIT ER a BRU ew ene SO OS 
oe BER Gai gen et oats calcite aa hvanee ae Saye arene 
99,667 48,667 0.60 August 7, 2002 
45,000 - Ss O70 February 19, 2004 
58339 - S.- 1,50 September 28, 2004 
Share purchase warrants 


The Company had issued 383,200 share purchase warrants. Each warrant originally entitled the holder to purchase one 
Class A share for $1.25 until September 18, 1998. The expiry date was extended to December 18, 1998, however these 
warrants expired without being exercised. In addition, the Company has issued 153,280 broker warrants. Each broker 
warrant enables the Agent to purchase one Class A share for $1.00 until October 22, 1999 and these warrants expired 
without being exercised. 


INCOME TAXES 


The income tax expense in the Statement of Operations varies from the amount that would be computed by applying the 
expected income tax rate of 44.3% to earnings. The principal reasons for the difference between such “expected” income 
tax expense and the amount actually recorded are as follows: 


eet 122 See ee We 
Computed “expected” income taxexpense $ 748,253 $ 52,054 
Non-deductible crown charges 75,101 6,743 
Non-deductible depletion 161,767 87,441 
Resource allowance (256,583) [47,316] 
Other (30,179) 2,943 
$ 698,359 $ 101,865 


nnn cee UUEEE EEE EE I yEInEISS NESSES SESS 
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The Company has approximately $177,000 of non-capital loss carry forwards which expire in 2004 and tax pools in 
respect of capital assets of approximately $3,238,000. In addition, the Company has available for deduction against 
taxable income share issue costs of approximately $296,000. 


CONTINGENCY 


The National Bank of Canada has provided letters of guarantee totalling $551,000 on behalf of the Company to third 
parties to cover completion costs, drilling costs and potential site restoration costs. The letters of guarantee expire between 
July 6, 2000 and November 1, 2000. 


Subsequent to year end, letters of guarantee totalling $490,750 were cancelled. 


COMMITMENT 
The Company is committed to lease payments for occupancy costs and office equipment for the next four years as follows: 
2000 $ 54577 
2001 66,023 
2002 Ag A 
2003 2,070 


UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. Date- 
sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 
2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates in 1999 to 
represent something other than a date. Although the change in date has occurred, it is not possible to conclude that all 
aspects of the Year 2000 Issue that may affect the entity, including those related to customers, suppliers, or other third 
parties, have been fully resolved. 


FINANCIAL INSTRUMENTS 


The Company’s financial instruments that are included in the balance sheet are comprised of cash, accounts receivable, all 
current liabilities and bank debt. 

Fair values of financial assets and liabilities 

The fair values of financial instruments that are included in the balance sheet approximate their carrying amount due to 
the short-term maturity of those instruments. 

Credit risk 

A substantial portion of the Company’s accounts receivable are with customers in the oil and gas industry and are subject 
to normal industry credit risks. 

Interest rate risk 


At December 31, 1999, the Company was exposed to interest rate fluctuations as interest on the Company’s bank debt 


varies with changes in prime rate. A one percent variation in the interest rate would result in a $15,000 variance in the 
interest expense. 
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ABBREVIATIONS 


NGLs 
bbls 
mef 
boe 
mbbls 
mmef 


mboe 


DCF 
$M 
P/E 
WTI 
mefd 
bopd 
W1% 
mmbtu 
NAV 


natural gas liquids 

barrels 

thousand cubic feet 

barrels of oil equivalent 
thousand barrels 

million cubic feet 

thousand barrel 

of oil equivalent (1bbl = 10mcf) 
discount factor 

$ thousands 

price to earnings ratio 

West Texas Intermediate 
thousand cubic feet per day 
barrels of oil per day 
working interest percent 
million British thermal units 


net asset value 


YI 
\eF 


EVE 
oN PERFORMANCE 


OIKS 


Hawk Oil Inc. 


Suite 490, 734-7 Avenue S.W. 
Calgary, Alberta T2P 3P8 


Telephone: (403) 262-1131 
Facsimile: (403) 313-4295 
Email: hawkoil@cadvision.com 
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